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KEY ECONOMIC INDICATORS 


All values converted to US$Million at Rs. 7.50 equals 
US$1.00; Data are at end of IFY (April-March) unless 
otherwise specified 
% change! 
, 1971/72 1972/73 1973/74 C/B_ 

INCOME * A B C 
GNP at Current (Market) Prices 55,740 59,730 75,580 +26. 
GNP at Constant (1969-70) Prices 50,815 49,539 52,236 + §. 
Per Capita GNP at Current Prices ($) 101.1 106.2 132.6 423. 
Per Capita GNP at Constant Prices ($) 92.3 88.1 91.0 + 3. 
PRCDUCTICN, PRICES, EMPLCYMENT 
Index of Industrial Production (1960=100) - 186. 199.4 199.0 

CY 1971, 72, 73 averages 
Agricultural Production Index (1958/59 - 130. 118. 

1960/61=100) 
Foodgrain Production Index (1958/59 - it. 118. 

1960/61=100) 
Wholesale Price Index (1961/62=100) 188. 
Consumer Price Index - Industrial Workers 192. 

(1960=100) 
Job Seekers Registered with Employment 

Exchange (Mil.) at end Calendar Years 
MONEY AND DEBT 
Money Supply with Public 10,850 12.530 14,530 
Public Debt Cutstanding 20,160 22,588 22,740 
External Debt 9,272 9,548 140% 
External Debt Servicing (Debt/Exports%) 2.0 8 8=, 38 he 
FOREIGN EXCHANGE RESERVES AND TRADE c/ 
Gold and Foreign Exchange Reserves L are L ae 1,430 
Balance of Trade -330 +216 -300 
Total Indian Exports (FOB) 2,140 2,616 3,000 
Exports to the US (FCB) 345 368 370 
Total Indian Imports (CIF) 2,470 2,400 3,300 
Imports from the US (CIF) 564 300 490 





a/ GNP data for 1971/72 and 1972/73 are revised estimates; and for 1973/74 
preliminary estimates. 

b/ At end-March 1974, wholesale price index was 29 percent higher than at end- 
March 1973, and consumer price index was 25 percent higher. 

c/ 1973/74 foreign exchange reserves and trade data are preliminary estimates. 





SUMMARY: The immediate economic outlook for India is not bright. 
A combination of circumstances makes it likely that for the third 
year out of the past four per capita incomes will fall. Foodgrain 
production for 1973-74 has fallen short of expectations, and if the 
monsoon isn't good, there could be substantial suffering indeed 
this fall. Problems in the domestic economy are exacerbated by 
greatly increased import prices for petroleum, fertilizers, and other 
essential commodities. 


Industry is expected to show little or no growth in 1974. Shortages 
of coal and other essential commodities, deteriorating railroad 
services, strikes, and a host of other problems have caused steel, 
fertilizer and other vital industries to operate well below capacity. 
Shortfalls in electric power have severely restricted industrial 
production across the board and agricultural production in areas 
dependent on tubewells. 


The Government of India is beginning to take the first tentative 
steps toward relaxing its controls over private enterprise ona 
case-to-case basis, in order to stimulate exports and production. 
Reversing a 1973 decision, wheat distribution has been given back 
to private traders. Production licensing for large private industrial 
firms has been made easier, and import restrictions have been 
reduced for firms which export a significant portion of their output. 
American firms should examine whether recently liberalized 
investment criteria offer attractive business opportunities for 
participation in the Indian market and use of India as a research 
and development and export base. 


Inflation is currently running at an annual rate of 29 percent, brutally 
squeezing all but the most affluent sectors of Indian society. The 
money supply continues to rise well in excess of real output and the 
Central Government budget may again end up in sizeable deficit this 
year, even though -- like last year -- the planned deficit is not very 
large. While commercial credit for the private sector is still tight, 
the Reserve Bank of India has exempted exporting firms from credit 
restrictions. 


Exports are a bright spot. They rose 20 percent in 1973 and should 
experience another healthy rise this year. However, India may still 
have a substantial trade deficit in 1974 partly because of a petroleum 
bill that will be more than twice as high as last year's. 





While an increase of US exports to India will largely depend on 
India's foreign exchange position, there are significant prospects 
for sale of US equipment and technology in the areas of mining, 
electric power, railroads, oil drilling and textile machinery as a 
result of increased Government attention to these sectors. 


Current Economic Situation and Trends 
Agriculture 


The optimism about India's immediate economic future which 
followed the unusually good monsoon in the summer of 1973 and 

the good harvest that followed has been reduced by the less 

hopeful outlook for the spring crop. Rainfall since January has 

been below average, and the snowfall in the Himalayas, which 
supplies water to reservoirs in northern India, was also below 
normal. This decline in total precipitation has caused a reduced 
supply of water for irrigation and for hydroelectric generators, which 
normally account for about 40 percent of India's electricity supply. 


Indian fertilizer supply in 1974 is likely to be inadequate for the 
needs of agriculture. This is due to a combination of another large 
shortfall in Indian domestic production, the sharp rise of world 
petroleum prices, and limited world supplies of nitrogenous and 
phosphoric fertilizers. Indian fertilizer plants are currently 
operating at only 60 percent capacity because of 

power and feedstock shortages and poor maintenance. Shortages 
of fertilizers and diesel fuel have dimmed the outlook for higher 
production in more advanced agricultural areas such as the Punjab 
and Haryana. 


India has not yet achieved self-sufficiency in foodgrain production. 
The current outlook for the 1973-74 foodgrain harvest is in the range 
of 102 to 105 million metric tons. Foodgrain imports in CY 1974 
may total as much as 4 million tons, depending upon the strength of 
the monsoon, world foodgrain prices, and the availability of foreign 
exchange. The Indian government is exploring the possibility of 
wheat imports from the US, Australia and Canada in addition to the 
1.8 million tons of foodgrains already being provided from the USSR. 


Fortunately, rice production in South India was above average in 
1973. 





The Government has reversed the 1973 nationalization of wheat 
distribution to allow private distributors to buy and sell wheat. 
The procurement price of wheat from the 1974 harvest was also 
recently raised by about 35 percent. The objective of both 
actions was to reduce hoarding by farmers and distributors, and 
to get a greater supply of wheat to the cities. In the continuing 
climate of economic uncertainty, it remains to be seen how much 
wheat will be released into the public distribution system, or 
whether there will be a free flow of wheat from surplus to deficit 
areas. 


The outlook for cash crops in 1974 is good. India hopes to increase 
sugar exports this year by 100,000 to 200,000 tons. Cotton and 
especially jute production will be up, spurred by rising export 
demand partly caused by increased costs of synthetic competitive 
products. India is discussing joint marketing of tea with Sri Lanka 
and other major tea producers in order to gain higher prices and 
expand exports to Europe and the US. 


Industry and Business 


Overall industrial production in 1974 will probably show little or no 
growth. Heavy industry, in particular, is experiencing serious 
shortfalls in production and under-utilization of existing capacity. 
Output in the recently nationalized coal industry is almost stagnant 
compared to last year because of transportation bottlenecks and 
distribution and mining problems. The railroad's ability to move 
freight on time is hurt by a shortage of rolling stock and acute labor 
disturbances. The steel industry is operating well below capacity 
because of a shortage of coal and problems in operating the large 
public sector steel mills, necessitating more finished steel imports. 
Inadequate maintenance of many thermal plants, an insufficient 
distribution grid, and other operating problems have caused electric 
power shortages which severely affect agriculture and industry in 
many parts of India, particularly around Calcutta. 


Industry (as well as the more modern portion of agriculture) has been 
badly hurt by the steep increase in the price of petroleum and petroleum 
related products, since close to 90 percent of petroleum is used for 
essential industrial,transport,and agricultural services. Diesel oil for 
agriculture and industry remains in short supply. Despite optimism for 
the future resulting from preliminary exploration by an American drilling 
team in the Bombay High area of the Arabian Sea, India will still be forced 


to import two thirds of its oil requirements for years to come. The 





Indians have been successful in obtaining deferred-payment 
deals recently with Iran and Iraq for petroleum covering up to 
30 percent of India's import needs. 


The Government of India's hard minerals and nonferrous metals 
development programs has run into some problems. Expansion 

of copper and aluminum may be slowed by acute power shortages. 
Insistence by the Indians that the public sector carry out mineral 
development, restrictions on foreign investment, and disagree- 
ments between the States and Center have hindered the full 
exploitation of India's potential mineral wealth. Joint sector 
projects with Iran should aid the development of India's iron ore 
and aluminum production. 


Textiles should continue to do well. Cotton textile production 
should be higher in 1974, and the outlook for jute is also good, 
although India will get increased competition from Bangladesh. 
Indian synthetic fiber production is already badly affected by 
worldwide shortages of such critical petroleum-based raw 
materials as DMT and caprolactam. 


The Indian Government has shown interest in diversifying its 
merchant fleet, with emphasis on acquisition of bulk carriers. 
The Fifth Five Year Plan calls for improvement of oil handling 
facilities in the port of Bombay and the expansion of Mormagao 
in Goa to receive 100,000 DWT ships. Bombay port operations 
have shown marked improvement due to introduction of a third 


labor shift and speedier grain unloading after purchase of US and 
Belgian equipment. 


Most businesses, public and private, are troubled by frequent 
strikes, low productivity, and shortages of critical raw materials. 
New investment (except in South India) is declining because of 
the prevailing climate of uncertainty. The cement and paper 
industries are already suffering acute shortages because of in- 
sufficient capacity caused by investment cutbacks in previous 
years. Among the most profitable areas of the Indian economy 
last year were heavy engineering, heavy electrical equipment, the 
automotive industry, and metal manufacturing. For the first time, 
public sector firms as a whole showed a modest profit in 1973. 





The Indian government is beginning to relax some of its 
restrictions on the private sector on a case-by-case basis, 

in order to spur production and exports. Licensing procedures 
are being simplified, allowing selected private industrial firms 
to increase their production above previous limits. 


Prices and Money 


The rate of inflation is accelerating, creating increasing social 
strains and making investment and planning decisions difficult. 
The wholesale price index rose 29 percent between March 1973 
and March 1974, and consumer prices rose by 25 percent during 
the same period. Reasons for this acceleration are shortages of 
food and other essentials, the general propensity to hoard under 
inflationary conditions, massive budget deficits, and the recent 
steep rise in the price of oil, fertilizers, and other vital imports. 


The money supply in 1973 was 16 percent higher than in 1972, 
mostly because of a Central Government budget deficit approaching 
$1 billion in IFY 1973-74. The 1974-75 Central budget target of a 
much smaller deficit than last year may be thwarted by a combina- 
tion of the same problems which caused the 1973/74 deficit to be 
almost ten times as large as estimated at the beginning of the year. 
The recent surge in petroleum prices, the alarming inflation rate, 
high unemployment and other immediate problems have caused the 
government to postpone implementation of the Fifth Five Year Plan. 


The Reserve Bank of India is critical of the increase in the money 
supply but is forced to continue the massive creation of money in 
order to finance the public sector. The Reserve Bank has attempted 
to limit money by restricting short-term credit to private industry, 
although this apparently has cut output and employment. Neverthe- 
less, bank credit expansion between October 1973 and April 1974 
was 25 percent more than estimated because of the high demand for 
credit by petroleum, public sector companies and exporters. More 
recently the Reserve Bank has exempted exporting firms from 
commercial credit restrictions imposed in 1973. 


With shortages abounding and money plentiful, there may be at 
least as much inflation during 1974 as there was last year. This 
would put a cruel squeeze on all but the highest income groups, 


Free market prices are more than double the controlled prices for a 
variety of industrial and consumer items such as cement, sugar, 
rice and wheat. Wage increases lag behind the upsurge in prices, 





leading to growing labor unrest and threats of strikes in key 
industries such as power and the railways. 


Trade and Balance of Payments 


India's trade balance has so far held up remarkably well. This 
has been in large part due to buoyant demand for a wide range 

of India's exports, tight government import controls, and a 
limited demand for certain raw materials stemming from domestic 
economic stagnation. As a result of a 20 percent increase in 
exports, India's trade deficit in 1973/74 seems likely to be only 
about $300 million, and may be a little lower. India's trade gap 
will grow in 1974-75, particularly since petroleum imports will 
cost at least $1 billion, and India may be forced to import 
additional foodgrains. 


Export possibilities continue to be bright. Cotton textiles, leather, 
footwear and other traditional exports are in good shape because 
synthetics have been made more costly by higher petroleum prices. 
Iron ore, seafood, and simpler manufactured products are gaining 
increased markets abroad. While economic activity in Europe and 
Japan will have some effect upon Indian exports, the limits will be 
imposed by India's ability to supply rather than by limits on demand. 
For example, although world jute markets are buoyant, India has 
already lost an irreplaceable 10 percent of this year's sales of jute 
through severe power shortages and labor difficulties in West Bengal. 


The Indians are sending numerous trade missions to the Persian Gulf 
and Arab states to increase exports of automotive products, machine 
tools, and other manufactured goods. The Indian government is 
planning to invite Iran, and other Middle Eastern countries to invest 
in captive steel and cement plants in India, which would export all 
production back to the Persian Gulf. The requirements to export 
cement and other commodities to the Gulf may increase domestic 
shortages. 


The Indian government has announced a new policy to encourage 
exports and liberalize imports of certain commodities. To assure 
timely and uninterrupted supply of essential raw materials, small- 
scale industrial units, exporters and established importers are given 
automatic validation of last year's import licenses for a six-month 
period. Spare parts and raw materials can now be imported more 





easily by companies which export 10 percent or more of their 
production, and foreign collaboration may be made easier for 
export-oriented units. The new policy is an indication that 

the Indians are modifying their stress on import substitution 
in an attempt to boost export earnings. 


The Indian government remains worried about its foreign exchange, 
because of anticipated large trade deficits, although India's 
foreign reserves are substantial for its volume of trade. India's 
total foreign reserves are $1.4 billion, including $75 million India 
has drawn from the IMF under the Fund's compensatory financing 
facility. The World Bank has called for a substantial increase in 
external assistance to India in 1974-75, and several OECD nations 
have already responded. 


Implications for the United States 


Due in part to sizeable sales of foodgrains, US exports to India in 
CY 1973 were $507 million, an increase of 43 percent over the 
previous year while Indian exports to the US increased to 

$465 million. The US export outlook for 1974 will depend to a large 
degree on the state of India's foreign exchange holdings. A great 


increase in the value of petroleum imports, for example could cause a 
reduction in imports of other commodities from the US and else- 
where. A combination of Eximbank/commercial bank financing is 
often important in exporting to India, while barter or triangular 
transaction deals are sometimes needed as well. 


Among the more promising product categories for US exports to India 
are railroad equipment, textile machinery to aid the modernization 
and expansion of India's growing textile export industry, and power 
generation, distribution, and transmission equipment to help fill 
India's widening power gap. In early 1974 Department of Commerce- 
sponsored trade missions (textile machinery and power equipment) 
visited India and discovered very good near term sales prospects for 
these products. Other categories which are promising and which 
will be the subject of future market research are mining and earth 
moving equipment, shipbuilding and port maintenance equipment, 
telecommunications, oil drilling equipment, scientific and control 
instrumentation, chemicals and fertilizers. 
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The government has made it clear that foreign investment, 
especially in those projects which increase exports, reduce 
imports and transfer needed technology to India is welcome 
although under an increasing number of conditions and 
limitations. According to recently announced investment 
guidelines, foreign equity participation in new joint ventures 
will be limited in almost all cases to 40 percent except where 
the project is in a priority area or promises sizeable exports. 
Investors in existing projects are being asked to dilute their 
equity in areas where it exceeds Indian guidelines; pharma- 
ceutical manufacturers are under particular pressure, and 
foreign petroleum companies are gradually selling majority 
control of their refining operations to the Indian government. 
The Indians are also taking a closer look at the balance of 
payments implication of all new projects. Although no formula 
has been established, the value of benefits to India will have to 
outweigh foreign exchange outflows for imports and royalty and 
profit remittances. 


Some of the more promising areas for US investors are electronic 
components, industrial instrumentation, and chemicals particularly 
in the Santa Cruz Airport (Bombay) free export zone. The Government 
of India is attaching high priority to projects which will transfer 
technology for coal gasification and liquification. The government 
has invited foreign firms to bid for offshore drilling contracts to 
supplement its own crash efforts to locate petroleum services. If 
the government relaxes its restrictions on foreign participation in 
mineral prospecting, extraction, and processing, there would be 
good opportunities in mineral processing (copper, lead, zinc, and 
phosphate rock) and in ore handling machinery. 


Several State governments in South India are actively seeking foreign 
collaboration agreements in a wide range of chemical, engineering 
and electronic industries. While generous financing arrangements 
are needed for importing necessary equipment, the State governments 
have indicated a willingness to bend the rules with respect to fees 
for technical know-how. There is great interest in technical 
cooperation in pesticides and fertilizers. 
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GQ major force in 
the economy 


The franchise method of distribution is 
a significant part of the nation’s market- 
ing system and sales are expected to 
reach $178 billion in 1974. The Con- 
sumer Goods and Services Division, 
Bureau of Domestic Commerce, has a 
continuing program which collects and 
publishes data on franchising by key 
business sectors. 


Franchising in the Economy, 1972-74 Franchise Opportunities Handbook 
(1974-542-653/126) at $1.25 each (September 1973) at $2.20 each 
Number of establishments [-] Data on 521 franchise operations 


Volume of sales Description of operations 
Employment in franchising Equity capital needed 
International operations Training provided 

Changes in ownership [] Sources of franchising information 
Data by key business sectors [] Checklist for evaluating a franchise 


U.S. DEPARTMENT OF COMMERCE / Domestic and International Business Administration / Bureau of Domestic Commerce 


ORDER FORM — Please send me ___ copy(ies) of | enclose $ (check, money order, or Supt. of Documents 
(_] Franchising in the Economy, 1972-74 coupons) or charge to my Deposit Account No 

(Catalog No. C57.502:F84/972-74), at $1.25 each. | '*?! *7ovnt $———_—__—_ 
[_] Franchise Opportunities Handbook : MAIL ORDER FORM 

(Catalog No. C57.16:973). Sept. 1973, at $2.20 each. WITH PAYMENT TO FOR USE GF SUPT. ONES. 


Enclosed 


Name Superintendent of Documents To be mailed 


U.S. Government Printing Office later 
Address Washington, D.C. 20402 Retuid 


or any U.S. Department of Coupon refund 
City State Zip code Commerce District Office Postage 








(please type or print 


MAKE CHECK OR MONEY ORDER PAYABLE TO SUPERINTENDENT OF DOCUMENTS 
To Insure Prompt, Accurate Shipment, Place Correct Address on Mailing Label Below 


U.S. Government Printing Office rae . 
Public Documents Department POSTAGE 
Washington, D.C. 20402 AND FEES PAID 
— Name NM ENT 
OFFICIAL BUSINESS PRINTING OFFICE 
ae SE TANGA: scecsiacicacsceaceceaaaaihna eimai 375 


Return after 5 days Special Fourth Class Rate 


City, State, and ZIP Code pcan Book 


wt U. Ss GOVERNMENT PRINTING OFFICE: 1974~—542-911/125 3-1 
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